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Special Access BlIfJkel

BASEPEROD
BASE RATEBAT DEMAND x BASEPEROD BASEPEROD

PEAOD lASTPCI CURFt:NT PFDPOSED RATES AT lAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PCIUPDATE CURRENT RATIB PFDPOSB> RATESI. RESULTS

- ------------- ------------- ------------- ------------- ------------- ------- --------
(A) (~ ,:;) P) (E) f") (0) (I-t

HighCap & DDS ServiceCa~y
------

OSl, D9ISITY2DNE 1:
2000 ChanTenn 0 0.00 0.00 0.00 0 0 0 N/A

loW-OIIce MlIeege:
2010 OSl - M81 0 0.00 0.00 0.00 0 0 0 N/A
2020 OSl - M82 0 0.00 0.00 0.00 0 0 0 N/A
2030 OSl - M83 0 000 0.00 0.00 0 0 0 N/A
2040 OSl - M84 0 0.00 0.00 000 0 0 0 N/A
2050 OSl - M85 0 0.00 0.00 0.00 0 0 0 N/A
2080 DSl - M88 0 0.00 0.00 0.00 0 0 0 N/A
2070 OSl - M87 0 0.00 0.00 0.00 0 0 0 N/A
2080 OSl - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2090 DSl - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2100 OSl - M810 0 0.00 0.00 0.00 0 0 0 N/A
2110 0" N/A N/A N/A N/A 0 0 0 N/A

2120 Total Sub-Category N/A N/A N/A N/A 0 0 0 N/A

2130 Subindex N/A N/A N/A N/A N/A N/A N/A 00000
2140 UPI*UmIt N/A N/A N/A N/A N/A N/A N/A 0.0000
2150 Lo..-UmIt N/A N/A N/A N/A N/A N/A N/A 0.0000
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1993 Amual Filing
Price Cap Taril'l Alwiew Plan

Special Accees Baukat

BASEPEROD
BASE RATES AT DEMAND x BASEPEROD BASEPEROD

PEROD LAST PCI CURFelT PR:>POSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATElS RATES PCIUPDATE CURFelT RATES PR:>POSB> RATES, RElSUllS

- ------------- ------------- ------------- ------------- ------------- ---------- -----
(A) (81 ~) I») (E) f) (0) (11

H1ghCap & DDS SelVice Catlpy
----------
OS1. DENSITY 2DNE 2:

2300 ChanTenn 0 0.00 0.00 0.00 0 0 0 N/A

In..-Olflce MiIo&ge:
2310 OSl - MBl 0 0.00 0.00 0.00 0 0 0 N/A
2320 OS1 - MB2 0 0.00 0.00 0.00 0 0 0 N/A
2330 OS1 - MB3 0 0.00 0.00 000 0 0 0 N/A
2340 OS1 - MB4 0 0.00 0.00 000 0 0 0 N/A
2350 OS1 - MB5 0 0.00 0.00 0.00 0 0 0 N/A
2380 DS1 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2370 OS1 - MB7 0 0.00 0.00 0.00 0 0 0 N/A
2380 OS1 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2390 OS1 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
2400 OS1 - MB10 0 0.00 0.00 0.00 0 0 0 N/A
2410 Other N/A N/A N/A N/A 0 0 0 N/A

2420 TotalSub-catopy N/A N/A N/A N/A 0 0 0 N/A

2430 Subindex N/A N/A N/A N/A N/A N/A N/A 0.0000
2440 UPfJ8I LImiI N/A N/A N/A N/A N/A N/A N/A 0.0000
2450 1.0_ UrnIt N/A N/A N/A N/A N/A N/A N/A 00000

Filod - 4/2193
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Price Cap Tarift Review Plan

Specllll Access Efisket

BASE PEROD
BASE AATESAT DEMANOx BASE PEROD fWiE PEROD

PEROD lAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------ --------
(A) (8) (q (D) (E) (F) (0) (H)

Hgh Cap & DDS SerAce C81egory

----------------------------
OSl, DENSITY ZONE 3:

2800 Chen Term 0 0.00 0.00 0.00 0 0 0 N/A

Inter-OIIce M_ge:
2810 DSI - MBI 0 0.00 000 0.00 0 0 0 N/A
2SlO 051 - MB2 0 0.00 0.00 0.00 0 0 0 N/A
:ze3O OSl - MB3 0 0.00 0.00 0.00 0 0 0 N/A
2640 DSI - MB4 0 0.00 0.00 0.00 0 0 0 N/A
2850 OSl - MB5 0 0.00 0.00 0.00 0 0 0 N/A
2680 OSl - MB6 0 0.00 0.00 0.00 0 0 0 N/A
2670 DSI - MB7 0 0.00 0.00 0.00 0 0 0 N/A
2680 OSl - MB6 0 0.00 000 0.00 0 0 0 N/A
2fB) DSI - MB9 0 0.00 0.00 0.00 0 0 0 N/A
21tXl DSI - MalO 0 0.00 0.00 0.00 0 0 0 N/A
2710 0Ihef N/A N/A N/A N/A 0 0 0 N/A

2720 Total Sub-Catllgory N/A N/A N/A N/A 0 0 0 N/A

273) SubIndex N/A N/A NjA N/A N/A N/A N/A OOסס.0

2740 UpperUmlt N/A N/A N/A N/A N/A N/A N/A OOסס.0

2750 LowerUmit N/A N/A NlA N/A N/A N/A N/A OOסס.0

FIled - 4/2/93
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l8EO AnnUBI FlUng
Price Cap Tarill Review Plan

Specllll Access Basket

BASEPEROD
BASE AATESAT OEMANOx BASE PEROD BASE PEROD

PEROD LAST PO CURRENT PROPOSED RATES AT LAST DEMAHDx DEMAHDx IHDEX
DEMAHD UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------
(A) (B) (q (D) (E) (F) (6) (H)

Hgh ClIP & DDS SlIIVlce ClIlegory (Cant.)

----------------------------.
DS3 SUB-CAT:

2SIOO ChMneITerm 14.724 382.588837 382.588837 382.599837 5.633.400 5.633.400 5.633.400 H/A

Inter-Olice Mileage:
2910 DS3 - Mel 40.858 117.355780 117.355760 117.355780 4.795.039 4.795.039 4.795.039 N/A
2920 DS3- MB2 0 0.00 0.00 0.00 0 0 0 NtA
2830 DS3 - MB3 0 0.00 0.00 0.00 0 0 0 N/A
2940 DS3 - MB4 0 0.00 0.00 0.00 0 0 0 NtA
2950 DS3 - MB5 0 0.00 0.00 000 0 0 0 H/A
2980 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 H/A
2970 DS3 - MB7 0 0.00 0.00 0.00 0 0 0 N/A
2980 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 H/A
2Gl) DS3-~ 0 0.00 0.00 0.00 0 0 0 N/A
:nD DS3 - MelO 0 0.00 0.00 0.00 0 0 0 NtA
3010 Other H/A H/A H/A H/A 22.n4.452 22.n4.452 22.n4.452 H/A

3020 Tolal Sub-CatBgory H/A H/A H/A H/A 33.202.891 33.202.891 33.202.891 H/A

3D) DS3 Subindex HlA NtA NtA HlA HI" HlA NtA 88.4185
3040 Upperllmlt H/A H/A H/A H/A HI" H/A H/A 90.7772
:DiD Low«Umlt NtA NtA N/A NtA Nt" HlA N/A 82.1318

FIlad - 4/2193
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19!D Annual FIling
Price Cap Tariff Review Plan

Special Access ElIllklll

BASE PEROe
B.\SE RATES AT DEMAND x B.\SE PEROD BASE PEROD

PEROD LAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATes RESULTS

-------------- ------------
(A) (B) (q (D) (E) (F) (0) (H)

Hgh Cap & DDS Ssvlce C8legory
---------------------------_.
093. DENSTY ZONE 1:

3200 ChanTenn 0 0.00 0.00 0.00 0 0 0 N/A

InI8f-OlIce Mlle8ge:
3210 DSJ - MB1 0 0.00 0.00 000 0 0 0 NtA
3Z2O DSJ - MB'2 0 0.00 0.00 0.00 0 0 0 NIA
3230 093 - MB3 0 0.00 0.00 0.00 0 0 0 NtA
3240 DSJ - MB4 0 0.00 0.00 0.00 0 0 0 NtA
3250 DS3 - MB5 0 0.00 0.00 000 0 0 0 N/A
3280 093 - M88 0 0.00 0.00 0.00 0 0 0 N/A
3'270 DSJ - MBl 0 000 0.00 000 0 0 0 NtA
3280 DS3 - M88 0 0.00 000 0.00 0 0 0 N/A
::J;1OO DSJ - MOO 0 0.00 000 000 0 0 0 NtA
:nIl DSJ - MalO 0 0.00 0.00 0.00 0 0 0 NIA
3310 Other N/A NtA N/A N/A 0 0 0 N/A

3320 Total Sub - C81Bgory N/A NtA N/A N/A 0 0 0 NIIi.

3:DJ Subindex NtA N/A NtA NtA Ntli. NtA NIA OOסס.0

3340 lJpperllmlt N/A NIIi. N/A NIIi. NIIi. NIIi. N/A OOסס.0

:DlO LowsUmit NtA NtA NtA NtA NtA NtA NtA OOסס.0

Filed - 4/2193
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19m AnnUllI Filing
Price Cap Tarlft Review Plan

Special Access 81llkllt

BASEPEROD
BASE RATES AT DEMAND x BASE PEROO BASE PEROD

PER00 LAST PQ CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

--------------
(A) (8) (q (0) (E) (F) (G) (H)

Hgh Cap & DDS Service C8legory

---------------------------_.
053. DENSTY ZONE 2:

3500 Ch8nTerm 0 0.00 0.00 0.00 0 0 0 N/A

1nt8f-0lIIce Mlle8ge:
3510 0S3 - Me1 0 0.00 0.00 0.00 0 0 0 NJA
:B!O DS3 - MB2 0 0.00 0.00 0.00 0 0 0 NJA
3530 053 - MB3 0 0.00 0.00 0.00 0 0 0 H/A
3540 DS3 - MB4 0 0.00 0.00 000 0 0 0 NJA
3550 DS3 - MBS 0 0.00 0.00 0.00 0 0 0 H/A
3580 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 H/A
3570 DS3 - MID 0 0.00 0.00 0.00 0 0 0 NJA
3580 DS3 - MB8 0 0.00 0.00 0.00 0 0 0 N/A
~ DS3 - M89 0 0.00 0.00 0.00 0 0 0 NJA
3fIX) DS3 - MB10 0 0.00 0.00 0.00 0 0 0 NJA
3610 Other H/A N/A H/A N/A 0 0 0 H/A

3620 Total Sub-Catllgory NJA H/A N/A N/A 0 0 0 N/A

3830 SutJlndllx HlA HlA NJA NJA NJA NJA N/A OOסס.0

3640 UpperUmlt H/A N/A NJA N/A H/A H/A N/A OOסס.0

3IJ5O Lower Umlt NJA HlA HlA NJA NJA NJA NJA OOסס.0

Flied - 4/2/93
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19ED Annll!ll FIling
Price Cap Tariff Review Plan

Special Access ElIsk81

BASEPEROD
BASE RATES AT DEMAND x BASE PEAOD· BASE PEAOD

PEROD LAST PO CURRENT PROPOSED RATES AT lAST DEMAND. DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------ ------------ ------------ ------------ ------------ --------
(A) (8) (q (D) (E) (F) (G) (H)

Hgh Cap & DDS SllIVIce Category
---------------------------_.
083. DENSTY ZONE 3:

3800 Chan Term 0 0.00 0.00 0.00 0 0 0 N/A

Inter-Ollie. Mileage:
3810 DS3 - Me1 0 0.00 0.00 000 0 0 0 N/A
:B!O DS3 - MB2 0 0.00 000 0.00 0 0 0 N/A
3830 083 - MB3 0 0.00 0.00 000 0 0 0 N/A
a!MO DS3 - MB4 0 0.00 0.00 0.00 0 0 0 N/A
3850 083 - MB5 0 0.00 0.00 0.00 0 0 0 N/A
3880 DS3 - MB8 0 0.00 0.00 000 0 0 0 N/A
3870 DS3 - MB7 0 000 0.00 0.00 0 0 0 N/A
3880 083 - MB8 0 000 0.00 000 0 0 0 N/A
3IBl DS3 - MOO 0 000 0.00 0.00 0 0 0 N/A
3EDl DS3 - MB10 0 0.00 0.00 0.00 0 0 0 N/A
3910 0Iher N/A N/A N/A N/A 0 0 0 N/A

3920 Total Sub-Catltgory N/A N/A N/A N/A 0 0 0 N/A

3!Dl Subindex N/A N1A N1A N1A N/A N1A N/A OOסס.0

»40 lJpperUmit N/A N/A N/A N/A N/A N/A N/A OOסס.0

3I6l Lows-Umlt N/A NlA N/A N1A N/A N1A N/A OOסס.0

Filod - 4/2/93
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19!D AnnUBI FIling
Price Cap Tari" Review Plan

Special Access ElIskm

BASE PEAOO
BASE RATES AT DEMANOx BASE PEROD BASE PEROO

PEA00 lAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------
(A) (8) (q (D) (E) (F) (G) (H)

Hgh Cap & DDS Servlcll Clllegory

----------------------------
ODS:

4100 Channel Tenn 208.485 NIl. NIl. NIl. 32,155,346 32,155,346 32,155,346 NIl.
4'10 Inler-Otftce MIleBgll 2,585.513 Nil. NIl. NIl. 8,804.249 8.804,249 8.804.249 NIl.
4120 other NIl. NIl. NIl. NIl. 7.187.978 7,18:),588 7.183.5e6 NIl.

41:wl Oll-£A HGH-CAP & DDS NIl. NIl. NIl. NIl. 108.364 108.384 108.364 NIl.

4140 T0181 SllnIIell catllgory NIl. Nil. NIl. NIl. 238.309,197 238,304,785 238.304.785 NIl.

4150 SII NIl. NIl. NIl. NIl. NIl. NIl. NIl. 88.7651
4'00 Upper sa Umlt NIl. NIl. NIl. NIl. NIl. NIl. NIl. 911434
4170 Lower 511 limit NIl. NIl. NIl. NIl. NIl. NIl. NIl. 824831

Flied - 4/2193
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1993 AnnLElI Fnlng
Price Cap Tariff Review Plan

Special Access Efi!iklll

BASE PEROD
BASE RATES AT DEMAND x BASE PERoa BASE PEROD

PEROD LAST PO CURRENT PROPOSED RATES "T LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATES RESULTS

-------------- ------------ ------------
(A) (8) (q (D) (E) (F) (0) (H)

Wldeb8nd Service Category

---------------------------_.
DATA:

4300 Channel T81m 0 N/" N/" N/" 0 0 0 N/"
4310 Inter-orftce Mlleege 0 N/" Nt" N/" 0 0 0 Nt"
4320 Other HI" NI" N/" N/" 0 0 0 N/"

"N"lOG:
4:DJ ChBnnel Term 0 Nt" Nt" N/" 0 0 0 NtA
4340 Inler - OlIice Mileage 0 N/" N/" HI" 0 0 0 HI"
4350 Other N/" N/" N/" HI" 0 0 0 N/"

4360 Other Wldeband N/A N/" N/'" HI'" 0 0 0 HI"

4:n TaIBI Service Category Nt" Nt" Nt" N/A 0 0 0 N/A

"':HJ sa Nt" Nt'" Nt'" NI'" N/'" N/'" N/A OOסס.0

4390 Upper SB limit N/" HI" HI" HIA N/A HI'" HI" OOסס.0

4400 Lower SB limit N/" NI'" N/" HIA HI'" N/" H/A OOסס.0

4410 Total BalM" HI" HI" HI'" N/" 333,184,219 332,801 .985 332.801,985 N/"

4<lO TaIBI API Nt" Nt" Nt" N/" Nt" N/'" N/A 93.5846
4430 Total PO HI" N/" N/" N/A N/" N/" H/A 98.7865

Filed ~ 4/2/93
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1900 AnnU81 FIling
Price Cap Tariff Review Plan

InterexchBnge 8isket

BASE PEA00
BASE RATES AT DEMANOx BASE PEAOD BASE PEROD

PEAOD LAST PO CURRENT PROPOSED RATES AT LAST DEMAND x DEMAND x INDEX
DEMAND UPDATE RATES RATES PO UPDATE CURRENT RATES PROPOSED RATeS RESULTS

-------------- ------------
(A) (B) (q (D) (E) (F) (G) (H)

Intetexchange
----------------------------

4eoo TotaIea*. N/A N/A N/A N/A 88,045.679 68,045.878 68,045,879 N/A

4610 lollli API N/A N/A N/A N/A N/A N/A N/A 82.5140
4820 Total PO HlA N/A N/A N/A N/A N/A N/A 98.2930

fIled _. 412193
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Attachment 1

BACJ:G1l0tlND

Over the last eighteen months Godwins has been working with the United States
Telephone Association to analyze the impact of SFAS 106 costs on the GNp·PI and,
in particular, to determine what portion of the increase in costs experienced by
the Price Cap tECs due to SFAS 106 will, in fact, not be reflected in the GNP-PI
or any other macroeconomic effect.

In February, 1992 we issued the results of our analysis, indicating that
approximately 85' of the tECs' additional costs would ~ be reflected in the
GNP-PI or recovered through other macroeconomic effects. In July 1992 we issued
a supplemental report responding to objection. and question. regarding our
ini tia1 report. Since that time, the FCC issued an order denying exogenous
treatment for any SFAS 106 costs for the Price Cap LECs. After reviewing the
order and discussing it with the Commission's staff, the USTA has concluded that
the FCC may not have fully appreciated the con.ervative nature of our study. nor
the relevance and importance of the sensitivity analysis included in the original
report. As a result, the USTA has asked Godwins to produce this supplemental
report, which more fully describes the fundamental con.ervatism of our approach
and presents the results of a newly expanded sensitivity analysis.

ae.peccfully .ubmitted.

Peter J. Neuwirth, F.S.A., K.A.A.A.

Andrew B. Abel. Ph.D.

-1-
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Attachment 1

INTllODCCTION

The fundamental results of the initial Godwins study were derived by the use of
a macroeconomic model, as described beginning on page 26 of Godwins' February,
1992 report. This model cakes as input six basic paramecers. In choosing the
values for those six parameters we utilized the best available information. When
there was a great deal of information available we chose as accurate a value as
possible for the given parameter. When such information was lacking we were
conservative and chose a value which would, if anything, overstate the impact of
SFAS 106 on GNP-PI.

In its recent order, the FCC challenged two aspecu of the Godwins study. First,
in comparing the analysis performed by our firm with one performed by NERA, the
FCC expressed concern that the studies relied upon different assumptions
regarding the impact of SFAS 106 on companies' pricing deci.ions. Secondly, the
FCC expressed concern that our results might be unreliable due to the wide
variety of possible parameter input value combinations which might be applicable.

Section 1 of this report addresses the first issue raised by the FCC, while
Sections II and III address the FCC's second concern. Specifically, Section I
demonstrate. that while the basic underlying a••umptions a. to pricing behavior
may differ between the Godwins and NERA studies, the approach chosen by Godwins
is, in fact, more conservative chan that used by NERA.

With respect to the FCC's second concern, we point out that Section IV of
Godwins' original report described a sensitivity analysis that wa. performed in
order to deteraine how much our results would chan.e if we had chosen different
values for the parameters. While we believe th1a .hould have been sufficient to
address any concerna as to the reliability of our results, we have nov expanded
that sensitivity analy.is considerably. Section II of this report examines the
six parameters separately, and deteraines the ran.e of realistic values for each.
In Section III we calculate and report what the re.ult. of our scudy would have
been, had we used ADX possible coabination of value. for the six parameters.

-2-
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Attachment 1

SECTION I

DEMONSTRATION OF CONSElVATIVE NATURE OF GODVINS APPROACH RELATIVE TO NERA

In addition to the Godwins Study submitted by the USTA. a study performed by NERA
was submitted to the FCC. In paragraph 62 of its order the FCC states that:

"tJhile Godwins assume. that companies respond to their booked costs,
NERA reasons that non-regulated companies set prices based on economic
costs, which are better reflected in accrual accounting than pay-as­
you-go. According to NERA. non-regulated firms thus have already
reflected accrued OPE! costs in their prices, but regulated firms did
not, because their prices have been based upon accounted-for costs
plus profits."

It seems, therefore, that NERA argues that the introduction of SFAS 106 is merely
an accounting change rather than a real change in firms' costs. For unregulated
firms, any effect on costs due to OPE!s had already been factored into prices
prior to the introduction of SFAS 106. However. firms with regulated price. who
sponsor OPESs had not been given the opportunity to .eek recovery for the.e OPES
cOSts prior to the introduction of SFAS 106. The.e regulated firms are the only
firms in the economy whose costs and prices may incr.as. as a direct eff.ct of
SFAS 106 as these firms seek recovery for OPEBs from regulators.

In pr1~cipl•• the Godwlns model could b. appli.d to calculat. the effect on GNP-
- :D'PI under the NERA assUllption that SFAS 106 would have a direct effect only on the

prices of regulated firms offering OPEls covarad by SFAS 106. To apply the
Godwins 1I0del. we would let sector 1 be the unr.gulat.d s.ctor, plus those
regulated firms that do not offer OPEls coverad by SFAS 106. Sector 2 would
cons1st of that portion of tha regulated sactor of the economy which sponsors
OPESs covered by SFAS 106. Ve would need to knov the values of the following
parameters: (1) the .har. of labor cost in total cost in ••ctor 1; (2) the
share of labor cost in total cost in .ector 2; (3) tha share of employment in
sector 2; and (4) the dir.ct impact of SFAS 106 on labor costs in ••ctor 2. To
obtain the values of thasa par...tars would raquira an aconomic analysis for the
first threa par...t.rs and an actuarial analysis for the fourth parameter. It
is far beyond tha scopa of our assigna.nt to carry out tha raquisite analyses to
obtain reliabla values for th.sa par...tars. Hovavar, wa have parformed two sets
of illustrative ealeulatloM that clearly dellOMtrate that tha GodwiM approach
is, in fact, IIOre cOMenative than N!RA's, and had N!IA's approach been used by
us, a significantly bieb.r p.reentage of the LEes' SFAS 106 costs would have been
found to ba unrecovared by GNP-PI incr••••• or other macroeconomic .ffects.

Whil. only rough approx1..tions to tha co.prahansiva analy.is just described,
these calcul.tions again sarva to uncltrscora the consarv.tive nature of our
original study. To reitarate, any changa in tha underlying a••umptions in the
Godwins study to ba more consistent with NERA's approach would result in a much
larler percentage of TELCO's SFAS 106 costs remaining unr.covered.

-3-
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Attachment 1

Illustrative Calculations Part I: One way to describe the difference between the
Godwins and N'ERA studies is that NERA assumes OPEBs were already completely
factored into the prices of (unregulated) firms before the introduction of SFAS
106, whereas Godwins assumes that no additional OPEB costs were factored into the
prices of firms prior to the introduction of SFAS 106. ~e can look for middle
ground between these two polar cases by assuming that firms had already factored
in a fraction x of the increase in accounting costs due to the introduction of
SFAS 106. We will let x take on the values 0,0.25, 0.50, 0.75, and 1.0. Using
the conservative baseline value of 3.0\ for the direct impact of SFAS 106 on
labor costs for firms offering OPEBs, these values of x correspond to values of
3.0%. 2.25%. 1.50'.0.75' and 0' for the direct impact of SFAS 106 on labor costs
for firms in sector 2. Note that with x - 1, th.r. will be no impact on GNP-PI
and no other macroeconomic effects. On the other hand, with x - 0, w. will
obtain the baseline results of the Godwins study.

Illustrative Calculations Part II: A. stated abov., under the NERA a.sumptions,
sector 2 in the Godwin. macro.conomic model should corr.spond to the s.t of
regulated firms in the United Stat.s that offer OPEBs cov.r.d by SFAS 106.
Clearly, the employm.nt in th.s. firma account. for l ••s than 32' of private
sector employment, which is the share of private s.ctor .mploy••s who work for
firms that offer OPEBs cov.red by SFAS 106. ~. do not know .xactly how much
smaller than 32', so w. try variou. valu.s. Sp.cifically, w. run the ba••line
calculations of the Godwins mod.l exc.pt that w. allow the share of private
sector employm.nt in s.ctor 2 to b. a fraction y of 32t. wh.r. y - 0.25, 0.50,
0.75, and 1.0. Thus, w. let the share of private s.ctor .mploym.nt in s.ctor 2
b. S'. 16', 24', and 32t. Of cours., using a value of 32' is identical to the
basel in. calculationa in the Godwins r.port.

Th. results of both of the above s.t. of illustrative calculationa ar. shown in
Exhibit 1 on the n.xt pag•.
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EXHIBIT 1

Results of Illustrative Calculations

direct impact share of
of· SFAS 106 on private
labor costs employment
in sector 2 in sector 2 (a) (b) (c)

Godwins
baseline: 3.00' 0.32 0.7 , 14.5 , 84.8 ,

Part I:

0.75' 0.32 0.04' 3.77' 96.19'

1.50' 0.32 O.lH 7.44' 92.38'

2.25' 0.32 0.39t 11.03' 88.58t

Part II:

3.0t 0.24 0.57\ 10.88\ 88.55'

3.0\ 0.16 0.42\ 7.24' 92.34'

3.0' 0.08 0.23' 3.61' 96.16'

percentage of additional SFAS 106 co.t.:

(a) reflected in GNP-PI

(b) financed by potential wale reduction and other macroeconoaic adjustments

(c) to be met froa other .ource.

Values of other par...tera (.....a b.aeline valuea used in the original Godwins study):
price elasticity of daaand - 1.5
share of labor co.t in total co.t, .ector 1 - 0.64
share of labor cost in total coat, sector 2 - 0.64
labor supply elasticity - 0.0

-5-
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SECTION II

D!T!lMlNATION OF RANGE OF VALOES Foa INPUT PAlAMET!lS

In this Section we examine the development of each of the six parameters that
serve as input to our macroeconomic model, and determine a basis for the expanded
sensitivity analysis. The results of this analysis are described in Section III.

1. Increase in Labor Costs pue to SEAS 106

The most important input to the macroeconomic mod.l is the impact of SFAS 106 on
labor costs in the sector of the economy that provide. po.t-r.tirement benefits
(sector 2). In our original report ve d.termined this value to be 3.18\. As
discussed in the r.port, the deriv.tion of this v.lue r.quir.d us to make c.rt.in
estimates and assumptions of both a demographic and economic nature. Our
approach in making those estim.tes was to try to b. as accur.te as possible when
there was sufficient data to make an informed estimat., but to b. conserv.tive
(1. e. overstate the impact of SFAS 106) when only amit.ed inform.tion was
available. We b.liev. that this appro.ch h•• r ••ult.d in a v.lu. which is, if
anything, higher than the actual imp.ct that SFAS 106 vill have on s.ctor 2 and
hence on GNP-PI.

In spite of the .bov., th.r. is no doubt th.t • r.ng. of po••ibl. v.lu•••xists
within which the true imp.ct of SFAS 106 will li.. In our original report we
prepared • s.~itivity .naly.is th.t .ncomp••••d • rang. fro. 2t to 5\. That
r.nge w.s b.s.d on only limit.d quantitative .naly.i., but it w•• our opinion
th.t the r.ng. w•• more than sufficient to .ccount for any unc.rtainty in our
baseline d.termination. W. h.v. now tak.n • clo••r look at th.t .nalysis and
concluded th.t a more pr.ci••ly det.rmin.d rana. of possible v.lu.s runs from
2 . 13' to 4.47t . Furth.rmor., w. h.v. looked .gain at the d.v.lop••nt of our
baseUne valu., and conclud.d that if w. had taken a -b.st ••t1Jlate- approach on
all assumptio~ and .st1Jlat.s, w. would have .st1Jlat.d that the impact of SFAS
106 on the labor costs in s.ctor 2 would have b••n 2. 54t, rath.r than 3.18'. The
remainder of this ••ction describ.s how .ach of the .nd points of the range, as
well as the -best estiaat.- value, w.r. determin.d.

As noted on pag. 38 of our original report, the b...line value of the direct
impact of SFAS 106 on s.ctor 2 wa. determin.d by taking the impact on TELCO's
labor costs (6.3'> and .ultiplying this value by adjustm.nt factors (3), (4),
(5), (6) and (8), describ.d on page. 8 and 9 of the original report. These
factors .r... follows:

(3) BLI Ratio - .5850
(4) D.aolraphic Adjusta.nt - .5438
(5) Curr.nt a.tire. Adjusta.nt - .9287
(6) Pre-Funding Adjustaent - 1. 313
(8) Per Unit Labor Cost Adjustment - 1.3062

6.3' x .5850 x .5438 x .9287 x 1.313 x 1.3062 - 3.18'

-6-
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It is clear from what is shown above that the range of possible variation around
the 3.18' baseline value can be determined by looking at what value results, when
each of the adjustments is determined by using either the most conservative or
the least conservative possible assumptions. We have determined these extreme
values for each of the five relevant adjustments, as well as noting where a "best
estimate" value would differ from the baseline values shown in our report.

BLI Ratio· In calculating GNP BLI and TELCO BLI, and therefore the BLI ratio,
there were two areas of uncertainty. With respect to the calculation of GNP BLI
we utilized average BLIs by industry, and then utilized industry weightings
derived from the GAO survey, to derive a final GNP BLI. W. believe that this is
the most accurate approach. The only oth.r reasonable alternative approach would
have been to uti liz. an aggregate .mploy•• weight.d av.rag. bas.d on our data
base. As it happens this approach is slightly more co~ervative, and results in
a BLI ratio of .5952. This can b. view.d as the most co~.rvativ. possible value
for this factor, b.cause the oth.r area of unc.rtainty was with r.sp.ct to the
calculation of TELCO BLI. and there we took the most cons.rvativ. approach rather
than try to make a "best estimate". Specifically, in deciding how to weight the
various plans sponsor.d by each Price Cap LEC, w. d.cided to weight them based
on employe. counts. We believe this was a cons.rvativ. approach b.caus. our GNP
data base maintained only one s.t of plan provisio~ for .ach employer. If we
had taken a best estimate approach and assum.d that, wh.r. an employ.r had more
than on. plan, it was the more generous plan which wa. reported in the data base,
then it would have been appropriate to utilize 2D1x the more generous plans in
calculating the TELCO BLI. If we had tak.n this approach, the BLI ratio would
have become .5478. Thus, with resp.ct to the BLI ratio w. find the following:

BLI Ratio (used in stuc1y)
BLI Ratio (most co~.rvativ.)

BLI Ratio (b.st .stimat.)
BLI Ratio (l.ast co~ervativ.)

.5850

.5952

.5478

.5478

D.molraphlc Adjusaa.llt . tJ. adjust.d for the fact that TELCO will utiliz. lower
rates of turnov.r and h1&h.r r.t1r...nt rat•• at .arli.r al.s than tho.e used by
oth.r .mploy.rs 1n det.ra1n1na SFAS 106 costs. tJ. also incluclecl in this
adjustm.nt the ba.1c de~lraphic cl1ffer.nc.s in curr.nt al. and s.rvic. between
the TELCO population and the .cono-r as a whol.. Aa not.cl in the r.port, our
approach to th. eurnover rat•• vas a b••t .stimat. approach, for which there was
solid .videnc.. (TELCO'. d.mographic. ar. th....lv•• the r.sult of lower
turnov.r rat•• actually .xp.ri.ne.cl by TELCO). A more cons.rvativ., but only
marginally r.a.onabl., approach woulcl b. to assume the .... w1thclrawal patterns
for both TELCO and GNP. Th.r. is no comparabl. b.nchllark to utilize as a least
cons.rvativ. approach.
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The adjustment due to age and past service differences is also a best estimate
approach. in that it relies on demographic data provided by the separate Price
Cap LECs, averaged into a single composite TELCO census, having an average age
of 41.6 with average past service of 16.6 years. Recognizing that arithmetic
averages are not the same as plan weighted averages, we could have taken a more
conservative approach and assumed that the TELCO population was actually one year
younger and had one year less past service. This one year change is more than
sufficient to take account of any differences becween arithmetic and plan
weighted averages. Obviously, the plan weighted average age and service for
TELCO might be higher than 41.6 and 16.6, so a least conservative estimate would
be to utilize 42.6 and 17.6 for TELCO's average age and service.

A degree of uncertainty is also present in our adjustment due to earlier
retirement among TELCO employees. This uncertainty arises in the determination
of a national average retirement age assumption. We believe our use of age 63
was a conservative assumption in that the limited data on the subject
(Gerontologist Vol. 28. No.4) see.. to indicate a national average retirement
age between 63.5 and 64. Furthermore, if, as expected, employers in the GNP tend
to be aggressive (i.e., optimistic) in setting assumptions for accruing post·
retirement liability, a less conservative and, in fact, best estimate approach
would be to utilize an age 64 assumption.

Based on the above considerations we would then derive the following possible
values for the Demographic Adjustment:

~ographic Adjustment (used in study) - .5438
(GNP retirement - 63)
(TELCO turnover < GNP turnover)
(Age - 41.6 Service - 16.6)

Demographic Adjustment (most conservative) - .7522
(GNP retire..nt - 63)
(TELCO turnover - GNP turnover)
(Age - 40.6 Service - 15.6)

Demographic Adjustaent (best estillate) - .4936
(GNP retirement - 64)
(TELCO turnover < GNP turnover)
(Age - 41.6 Service - 16.6)

Demographic Adjustllent (leut conservative) - .4706
(GNP retlre..nt - 64)
(TELCO curnover < GNP turnover)
(Age - 42.6 Service - 17.6)

Current aetiree A4juacaent - The calculation of this adjustment was predicated
on an average claim rate per retiree for the GNP of $1,802 and a ratio of
retirees to covered actives of .1726. The claim rate wa. derived by taking the
1990 rate of $1,514, as reported in the Hewitt Aasociates Survey of Retiree
Medical Benefits, and increa.ing it by 19' for medical trend inflation. This 19,
is consistent wieh the results of Godwins Inc.' s annual survey of insurance
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carrier trend rates. The ratio of retire•• to covered activ.s was derived from
the GAO stu~y. ~ile these represent "best estimates", both parameters could
vary in either direction. ~e have therefore calculated a more conservative
value. assuming national per retiree costs increased 25' to $1,892, and that the
actual ratio of retirees to actives has increased to .2 (from .1726); and a less
conservative value, assuming national per retiree costs increased 13' between
1990 and 1991, and that the ratio of covered retirees to active. decreased to
.15.

Also inherent in this Adjustment is the a••umption that the demography of the
current TELCO retire•• is identical to that of the GNP r.tir.... In fact. this
is likely to be a somewhat conservative assumption because TELCO employees
generally retire at younger ages than the national av.rag., and thus the
liabilities for TELCO will tend to be higher on this account than for the
retirees in the national economy. A b.tt.r a.sumption would th.refore be to
assume that retirees at TELCO w.re som.what yOUDC.r than tho•• in the GNP, and
hence generated a SFAS 106 cost p.r $1 of r.tir•• clai. co.t that wa. 5' more
than that for the GNP. A most cons.rvativ. approach would b. to assume that
TELCO retirees are somewhat old.r and g.n.rat.d 10. 1••• SFAS 106 co.t p.r $1 of
retiree claims. and a least conservative approach would a••ume 20. greater SFAS
106 cost per $1 of retir•• claims than the GNP. Wh.n combin.d with the range of
BLl ratios and D.mographic Adjustm.nt. pr.viously det.rmin.d, this th.n results
in the following values for the Current Retiree Adjustm.nt:·

Current Retiree Adjuscment (us.d in study) - .9287
(Trend - 19')
(Retir.e/activ. - .1726)
(TELCO retiree. - GNP retire•• )

Current R.tire. Adjuscm.nt (mo.t cons.rvative) .9232
(Trend - 25')
(R.tir••/activ. - .2)
(TELCO r.tiree. older th.n GNP)

Curr.nt Retir.e Adjustment (be.t e.timate) - .9455
(Tr.nd - 19')
(R.tir.e/active - .1726)
(TELCO retir.e. younger than GNP)

Curr.nt Retiree AdjustMnt (lea.t conservative) - .9076
(Trend - 13')
(Retiree/active - .15)
(TELCO retire.. much younger than GNP)

Noce that the developa-.t of the rID" of -metel for tbilldjUltJDmt is DOt iDdIpeadImt of previously
developed rail". Thu some of the val... for tbilldjU't«D'at may IppeU' -out of order-.
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Pre-Funding Adjultment . This adjustment looked at the effect of TELCO's eXisting
pre-funding of post-retirement medical benefits as compared with no pre-funding.
By doing this we made the most conservative assumption possible, 1. e .. that there
is no pre-funding in the GNP. We have now recalculated this .djustment, making
the more reasonable assumption that there is pre-funding in the GNP to the extent
that assets equal to one year's claims have accumulated, and that annual
contributions to such funds amount to claims plus 10\. We have also made the
same ca~culation under the less conservative assumption of two years' claims
accumulated and additional contributions of 20t of claim..

As a result we now have the following values:

Pre-funding Adjustment (used in study) - 1.313
Pre-funding Adjustment (most conservative) - 1.313
Pre-funding Adjustment (best estimate) - 1.205
Pre-funding Adjustment (least conservative) - 1.106

Per Unit Labor COlt Adjultment - In calculating Per Unit Labor Cost Adjustment,
allocated compensation and headcount were used. No sensitivity .nalysis was
performed on this Adjustment because of the validity of the data used and the
straightforward nature of the calculation. Therefore for purposes of this
analysis:

Per Unit Labor co.t Adjusement (used in study) - 1.3062
Per Unit Labor Cost Adjustment (most conservative) - 1.3062
Per Unit Labor COlt Adjustm.nt (best esttaate) - 1.3062
Per Unit Labor Cost Adjustment (least cons.rvativ.) - 1.3062

Input to the Kacro,cODOillc Hod.l - Collbininl the r.sults of the analysis
described abov., w. find that the rang. of possible values for the incr•••• in
labor costs for the s.ctor of the economy that provides post-r.tirem.nt b.nefits
encompasses the following values:

Saseline (us.d in study) ­
Most Conservative -
S.st Estimat. -
L.ast Cons.rvativ. -

2 . Oth.r PIIu,t.r.

6.3\ x .5850 x .5438 x .9287 x 1.313 x 1.3062 - 3.1St
6.3\ x .5952 x .7522 x .9232 x 1. 313 x 1. 3062 - 4.47\
6.3\ x .5478 x .4936 x .9455 x 1.205 x 1.3062 - 2.54\
6.3\ x .5478 x .4706 x .9076 x 1.106 x 1.3062 - 2.13\

In addition to the dir.ct impact of SFAS 106 on labor costs 1n ••ctor 2, the
macro.conoaic aodel ua.. input valu•• for five other par..eterl. For the
sensitivity .nalysis of each of th••• five par...ters. w. ua. the .... v.lues as
in the original Godwina a.eport, a. di.cuss.el b.low. How.ver, the current
sensitivity analysis t. IIlUCh lIore extensive than in the original report.
Specifically, the current s.n.itivity analyst. .x..in•• ill po.sibl. combinations
of the parameter input valu••.
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Two of the parameters are production function parameters: the share of labor
cost in total cost for sector 1, and the share of labor cost in total cost for
sector 2. The baseline value of each of these parameters was chosen to be 0.64,
which matches the share of labor cost in total cost for the economy as a whole.:
For the economy as a whole, the share of labor cost in total cost is remarkably
constant over time. Nevertheless, the sensitivity analysis explored the effect~
of rather large variations in the share of labor cost in total cost for
individual sectors. The range of variation was chosen to be symmetric around
0.64 and to allow the share of labor cost in total cost to be as low as 0.50 for
each sector. Thus, including the ba.eline value, the three values used for this
parameter in each sector are 0.50, 0.64, and 0.78.)

One of the input parameters is the share of labor employed in sector 2 (the
sector which provides OPEBs subject to SFAS 106). The GAO survey cited in the
original Godwins Report indicated that 30.7 million out of 95.8 million (32.0%
of 95.8 million) private sector employees are eligible to receive post-retirement
health benefits subject to SFAS 106. Thus, the baseline value for this parameter
was chosen to be 0.32. The GAO calculated that due to possible sampling error
there was a 5\ probability that the figure of 30.7 million could be either higher
than 37.5 million (39.U of 95.8 million) or lower than 23.9 million (24.9\ of
95.8 million). Thus, including the baseline value, the three values used for
this parameter are: 0.24, 0.32. and 0.40.

2 Labor iDcome it computed u toeal ccqeMQoa of employ_ pi_ two-thirdI of totI1 proprieton' income
with iIlv_tory valualioa IDd capital counmprioa Idj.."..t. U_I daIa oa ta.e components of labor
income from Table 8-22 of tbe 1993 Emaqmt£ Rcpqrt «,be PrpidaI. aDd daIa oa GOP aDd GNP from
Table 8-20 of tbe 1993 Eqmqmje Bcpqn «'be PrpidaI. we obtaia tbe f'oI1ow'iq MUlti for labor cost as
a share of output:

u • share of GDP:

u ..... otGNP:

1911 19.. 1919 1990 1991

J AI explaiald ill 10IIII deIIil c. pqI 17. &be .,. of 1Ibor COlI ill total COlI ill tile ovenllecoaomy will Dot

equal 0.64 <GCIPI for coiDci6mcw) wt.1be .... of labor COlI ill total COlI ...c.. value other thaD 0.64
in ODe or bocb 1ICtOI'I. Euibit 3 reportalbe ,..a.. of -ativity II1II,.. IbaI vary tbe IIwe of labor cost
in total COlt ill each JKtor while nwincajnin, III overall shan of labor COlt ill total COlt equal to 0.64.
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Another input parameter is the price elasticity of d.lIAnd for goods in each
sector. Es~imat.s of pric. elasticities of demand for various goods typically
find elasticities to be about 1.0 or smaller, 4 and had we adopted a best estimate
approach this is the value we would have used. Furthermore, broader categories
of goods tend to have smaller price elasticities than do narrower categories of
goods. The two categories of goods used in the macroeconollic model are extremely
broad: one category accounts for about 2/3 of private sector output and the
other category accounts for about 1/3 of private s.ctor output. The price
elasticities of demand for these two cat.gories of gooda are almost surely less
than 1.0. Nev.rtheless, to guard against the possibility of understating the
effect on GNP-PI of the introduction of SFAS 106, we purposely used values of the
price elasticity of demand that are alllost surely too high. Sp.cifically, the
baseline calculation uses a value of 1.5 for the price elasticity of demand. In
addi tion to this baseline value, the sensitivity analysis consid.rs a price
elasticity of d.mand of 3.0. This value is too high to b. plausible and its
inclusion in the s.nsitivity analysis should be regarded simply as an exercise
to show the sensitivity of the model's results to changes in the price elasticity
of demand.

Finally, the model uses an input value for the wage elasticity of labor supply.
The appropriate concept to be used h.re 1. a long-run labor supply elasticity
rather than a short-run labor supply elasticity. The lons-run elasticity
is appropriate because the introduction of SFAS 106 repre.enta a permanent change
in the cost of labor for firm. offering po.t-retir....nt h.alth b.n.fits covered
by SFAS 106. Furth.rmor., the 1I0del is set up to focus on the Ions-run
equllibriUII aft.r all adjustll.nt. have taken place. The 1IIportanc. of the
distinction between long-run and short-run labor supply .lasticities is that
long-run labor supply elasticities t.nd to be ....ll.r than short-run labor supply
elasticiti... Inde.d, the Ions-run l.bor supply elasticity is probably even
slighdy n.gativ.. However, to pard asainat undarstatins the 1IIpact on GNP-PI
of the introduction of SFAS 106, the ba.eline calculation us.s a value of 0.0 for
the labor supply elasticity, which probably slightly ov.rstat•• the true value
of this .lasticity. The .enaitlvlty analy.t. explores the influence of this
param.t.r on the lIodel's results by exaalning labor supply elasticitie. of 0.1,
0.2, and 0.3 in addition to the baseline value of 0.0.

4 See. for ltfiduIII Puma. Et'9fI9!!!;q. Addi.. W..., PubIiIbiDI. 1993, Secoad Editioa. Table
5.3 OD l09li111 price.a..icitiel ofdeIIIIad for 20 iDduIIrWI ill tbe Uaited StaIeI. l'bI eluticiti. ran,e
from 0.32 for ooIl to 1.52 for 1IIItala. Twelve of die elulicitiel ... ...u. tba 1.0 IDd eiabt an lat,er
tba 1.0. 11Ie1llldisD price eluticity ill die table iI 0.9.
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The table below summarizes the different values of each of the six input
parameters ~o the macroeconomic model:

Range of Values
for Sensitivity Analysis

Best Estimate
Values

Direct impact of SFAS 106
on labor cost in sector 2: 2.0', 3.0', 4.5' 2.5%

Labor share in total cost, sector l: ' 0.50, 0.64, 0.78 0.64

Labor share in total cost, sector 2: ' 0.50, 0.64, 0.78 0.64

Fraction of labor employed in sector 2: 0.24, 0.32, 0.40 0.32

Price elasticity of demand: 1.5, 3.0 1.0

Labor supply elasticity: 0.0, 0.1, 0.2, 0.3 0.0

The total number of .possible combinations of parameter value. in the sensitiVity
analysis is found by multiplying the number of value. of each parameter. This
multiplication (3 x 3 x 3 x 3 x 2 x 4) yields 648 combinations of values. The
current sensitivity analysis examine. All of these combinations.

S See Foomace 3 aD pap 11.
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